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expenses. These increased operating expenses are not expected
to have a material impact on Enron’s financial position or results
of operations,

Enron’s natural gas pipeline companies conduct soil and
groundwater remediation on a number of their facilities. Enron
does not expect to incur material expenditures in connection
with soil and groundwater remediation.

15 COMMITMENTS

Firm Transportation Obligations

Enren has firm transportation agreements with various joint
venture and other pipelines. Under these agreements, Enron
must make specified minimum payments each month. At
December 31. 2000, the estimated aggregate amounts of such
required future payments were $91 million, $88 million, $83 mil-
lion, $85 million and $77 miliion for 2001 through 2005, respec-
tively, and $447 million for later years.

The costs recognized under firm transportation agreements,
including commedity charges on actual quantities shipped,
totaled $68 million, $55 million and $30 million in 2000, 1998 and
1998, respectively.

Other Commitments

Enron leases property, operating facilities and equipment
under various operating leases, certain of which contain renewal
and purchase options and residual value guarantees. Future
commitments related to these items at December 31, 2000 were
$123 million, $98 million, $69 miltion, $66 million and $49 million
for 2001 through 2005, respectively, and $35% million for later
years. Guarantees under the leases total $556 million at December
31, 2000.

Total rent expense incurred during 2000, 1999 and 1998 was
$743 million, $143 million and $147 million, respectively.

Enron has entered into two development agreemernts
whereby Enron is required to manage construction of a certain
number of power projects on behalf of third-party owners.
Under one development agreement, where construction is
expected to be completed on or before March 31, 2004, Enron
has agreed to enter into power offtake agreements for varying
postions of the offtake from each facility. Under both develop-
ment agreements, Enron maintains purchase options, which
may be assigned to a third party. In addition to the purchase
option under the other development agreement, Enron main-
tains lease options on the power projects. If upon completion,
which is expected to occur en or before August 31, 2002, Enron
has failed to exercise one of its options, Enron may participate
in the remarketing of the power projects which Enron has quar-
anteed the recovery of 89.9 percent of certain project costs, of
witich approximately $140 million has been incurred through
December 31, 2000.

Enron guarantees the performance of certain of its uncon-
solidated equity affitiates in connection with letters of eredit
issued on behalf of those entities. At December 31, 2000, a total
of $264 million of such guarantees were outstanding, including
$103 million on behalf of EOTT Energy Partners, L.P. (EQOTT).
In addition, Enron is a guarantor on certain liabilities of uncon-
solidated equity affiliates and other companies totating approxi-
mately $1,863 million at December 31, 2000, including $538
million related to EQTT trade obligations. The EQTT letters of
credit and guarantees of trade obligations are secured by the
assets of EOTT, Enron has also guaranteed $386 million in lease
obligations for which it has been indernnified by an "Investment
Grade" company. Management does not consider it likely that
Enron would be required to perform or otherwise incur any loss-

es associated with the above guarantees. In addition. certain
commitments have been made related to capital expenditures
and equity investments planned in 2001,

On December 15 2000, Enron announced that it had
entered into an agreement with Azurix under which the holders
of Azurix’s approximately 39 million publcly traded shares would
receive cash of $8.375 in exchange for each share. The agree-
ment, which is subject to the approval of Azurix shareholders, is
expected to close in early 2001.

16 RELATED PARTY TRANSACTIONS

In 2000 and 1999, Enron entered inte transactions with lim-
ited partnerships (the Related Party} whose general partner's
managing member is a senior officer of Enron. The limited part-
ners of the Related Party are unrelated to £nron. Management
believes that the terms of the transactions with the Retated Party
were reasonable compared to those which couid have been
negotiated with unrelated third parties.

fn 2000. Enron entered into transactions with the Related
Party to hedge certain merchant investments and other assets. As
part of the transactions, Enron (i) contributed to newly-formed
entities {the Entities) assets valued at approximately $1.2 biliion,
including $150 million in Enron notes payable. 3.7 million
restricted shares of outstanding Enron common stock and the
right to receive up to 18.0 million shares of outstanding Enron
common stock in March 2003 (subject to certain conditions) and
(i) transferred to the Entities assets valued at approximately
$309 miliion, including a $50 million note payable and an invest-
ment in an entity that indirectly holds warrants convertible into
common stock of an Earon equity method investee. In return,
Enron received economic interests in the Entities, $309 million in
notes recewable, of which 259 million is recorded at Enron's
carryover basis of zero, and a special distribution from the
Entities in the form of $1.2 billion in notes receivable, subject to
changes in the principal for amounts payable by Enron in con-
nection with the execution of additional derivative instruments.
Cash in these Entities of $172.6 million is invested in Enron
demand notes. In addition, Enron paid $723 million to purchase
share-settled options from the Entities on 21.7 million shares of
Enren commeon stock. The Entities paid Enron $10.7 million to
terminate the share-settied options on 14.6 million shares of
Enron commen stock outstanding. In late 2000, Enron entered
into share-settied collar arrangements with the Entities on 15.4
m:llion shares of Enron common stock. Such arrangements wili
be accounted for as equity transactions when settled.

In 2000, Enron entered into derivative transactions with the
Entities with a combined notional amount of approximately $2.1
billion to hedge certain merchant investments and other assets.
Enron’s notes receivable balance was reduced by $36 miltion as a
result of premiums owed on derivative transactions. Enron
recognized revenues of approximately $500 million related to
the subsequent change in the market value of these derivatives,
which offset market value changes of eertain merchant invest-
ments and price risk management activities. bn addition, Enron
recognized $44.5 million and $14.1 million of interest income
and interest expense. respectively, on the notes receivable from
and payable to the Entities.

In 1999, Enron entered into a series of transactions involving
a third party and the Related Party. The effect of the transactions
was (i) Enron and the third party amended certain forward
eontracts to purchase shares of Enron common stock, resulting in
Enron having forward contracts to purchase Enron common
shares at the market price on that day, (i) the Related Party
receved 6.8 million shares of Enron common stock subject to cer-
tain restrictions and (iii) Enron received a note receivable, which



was repaid in December 1998, and certain financial instruments
hedging an investment held by Enron. Enron recorded the assets
received and equity issued at estimated fair value. in connection
with the transactions, the Related Party agreed that the senior
officer of Enron would have no pecuniary interest in such Enron
cemmen shares and would be restricted from voting on matters
refated to such shares. in 2000. Enron and the Related Party
entered into an agreement to terminate certain financial instru-
ments that had been entered mto during 1999. In connection
with this agreement, Enron received approximately 3.1 million
shares of Enron common stock hetd by the Related Party. A put
option, which was originally entered into in the first quarter of
2000 and gave the Related Party the right to seli shares of Enron
common stock to Enron at a strike price of $71.31 per share, was
terminated under this agreement. In return, Enron paid approxi-
mately $26.8 miilion to the Related Party.

In 2000, Enron soid a portion of its dark fiber inventory
to the Related Party in exchange for $30 mitlion cash and a $70
million note receivable that was subsequently repaid. Enron
recognized gross margin of $67 million on the sale.

In 2000, the Related Party acquired, through securitizations,
approximately $35 million of merchant investments from Enron.
In addition, Enron and the Reiated Party formed partnerships in
wihich Enron contributed cash and assets and the Related Party
contributed $17.5 million in cash, Subsequently, Enron sold a por-
tion of its interest in the partnership through securitizations. See
Note 3. Also, Enron contributed a put option to a trust in which
the Reiated Party and Whitewing hoid equity and debt interests.
At December 31, 2000, the fair value of the put option was a $36
miliion loss to Enron.

In 1999, the Related Party acquired approximately $371 mil-
lion of merchant assets and investments and other assets from
Enron. Enron recognized pre-tax gains of approximately $16 mil-
lion related to these transactions. The Related Party also entered
into an agreement to acquire Enron’s interests in an unconsoli-
dated equity affiliate for approximately $34 million.

17 ASSET IMPAIRMENT

In 1998, continued significant changes in state and federal
rules regarding the use of MTBE as a gasoline additive have
significantly impacted Enron's view of the future prospects for
this business. As a resuit, Enron completed a reevaluation of its
position and strategy with respect to its operated MTBE assets
which resulted in (i) the purchase of certain previcusly-leased
MTBE related assets, under provisions within the lease, in order
to facilitate future actions, including the potential disposal of
such assets and (ii) a review of all MTBE-related assets for impair-
ment considering the recent adverse changes and their impact on
recoverabiiity. Based on this review and disposal discussions with
market participants, in 1999, Enron recorded a $441 million
pre-tax charge for the impairment of its MTBE-related assets.

18  ACCOUNTING PRONOUNCEMENTS

Cumulauve Effect of Accounting Changes

In 1998, Enron recorded an after-tax charge of $131 million
to reflect the imitial adoption (as of January 1, 1999) of two new
accounting pronouncements, the AICPA Staterment of Position
98-5 (SOP 98-5). "Reporting an the Costs of Start-Up Activities”
and the Emerging Issues Task Force Issue No. 98-10. "Accaunting
for Contracts Involved in Energy Trading and Risk Management
Activities.” The 1999 charge was primarily related to the adop-
tion of SOP 98-5.

Recently Issued Accounting Pronouncements

Irv 1998, the Financial Accounting Standards Board (FASRB)
issued SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities,” which was subsequently amended by
SFAS No. 137 and SFAS No. 138. SFAS No. 133 must be applied
to alt derivative instruments and certain derivative instruments
embedded in hybrid instruments and requires that such instru-
ments be recorded in the balance sheet either as an asset or
liability measured at its fair value through earnings, with special
accounting allowed for certain qualifying hedges. Enron will
adopt SFAS No. 133 as of January 1, 2001. Due to the adoption
of SFAS No. 133, Enron will recognize an after-tax non-cash loss
of approximately $5 million in earnings and an after-tax non-
cash gain in "Other Comprehensive Income,” a component of
shareholders’ equity, of approximately $22 million from the
cumulative effect of a change in accounting principle. Enron
will also reclassify $532 million from "Long-Term Debt” to
"Other Liabifities” due to the adoption.

The total impact of Enron's adoption of SFAS No. 133 on
earnings and on "Other Comprehensive Income” is dependent
upon certain pending interpretations, which are currently
under consideration, including those related to “normal pur-
chases and normal sales” and inflation escalators included in
certain contract payment provisions. The interpretations of
these issues, and others, are currently under consideration by
the FASB. White the ultimate conclusions reached on interpre-
tations being considered by the FASB could impact the effects
of Enron’s adoption of SFAS No. 133, Enron does not believe
that such conclusions would have a matertal effect on its cur-
rent estimate of the impact of adoption.
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